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PERU: KEY ECONOMIC INDICATORS 
(Values in US$ millions and taken at end-of-year, except where noted) 


Percent Change 
1981 1982 1983 82/81 83/82 


DOMESTIC INDICATORS 
GDP at 1970 Prices 
GDP at Current Prices 
Per Capita GDP at 
1970 Prices 
Per Capita GDP at 
Current Prices 
Population (in 000s) 
industrial Production 
Index (1973:100.0) 
Electricity Production 
(millions of kws) 


F INANCE /FISCAL 
Lima Consumer Price 
Index (1979:100.0) 
Money supply (M2, in 
billions of soles) 
Commercial Bank Deposit 
Interest Rate (pct.) 1/ 


Central Govt. Revenues 
Central Govt. Expenses 2/ 


EXTERNAL SECTOR 
Official Exchange Rate 

(soles per dollar) 3/ ‘ 698. 1,632. 
Intl. Reserves Held by 

Financial System 896 846 
Total External Debt 11,097 12,418 
Public Sector's External 

Debt Service 4/ 1,688 1,860 
Current Account Deficit - 1,609 882 
Balance of Trade i 428 300 
Total Exports FOB 3,293 2,970 

U.S. Share (percent) i 35.0 Ss 
Total Imports FOB 35 Pek 2,670 

U.S. Share (percent) , 24.2 42.1 


Notes: 


Nominal legal ceiling; rate of compounding is at option of bank. 
Includes current and capital expenditures; discludes amortization. 
Average for year of dollar selling rate set by Central Reserve Bank. 


Reflects relief gained from rescheduling debt service as taking of 
new debt. 





OVERVIEW 


Peru returned to constitutional rule in 1980 following twelve years of mili- 
tary dictatorship. The President who was removed from office by the military 
in 1968 -- Fernando Belaunde Terry -- was reelected in 1980 and is now four 
years through a five-year term. Although democratic institutions in Peru 
remain fragile, the strong likelihood is that national elections scheduled 
for March, 1985, will take place and that Belaunde will relinquish office to 
a democratically-elected sucessor in July, 1985. Although beset by serious 
problems, the Belaunde administration has a number of important political 
achievements to its credit, including restoration of a genuinely free press, 
reestablishing civilian control over the legal system, and the institutiona- 
lization of multiparty democracy in the country. In last year's nationwide 
municipal elections, however, the majority of Peruvian voters opted for 
candidates from Peru's major opposition parties, APRA and the United Left. 


Belaunde's hopes for significant growth under his administration have been 
frustrated partly by factors outside his control. The legacy inherited from 
the statist, mercantilist military regime proved particularly cumbersome to 
control: a large bureaucracy, extensive state control of basic industries, 
ill-chosen investment projects that, among other things, favor the coastal 
areas over the sierra and jungle (where the majority of Peruvians reside), a 
high debt burden often taken for non-productive purposes, and a reliance on 
Soviet bloc suppliers for military spare parts. The democratic government 
also had to contend with basic structural limitations: a commodity-based 
economy extremely vulnerable to fluctuations in international prices; high 
interest rates and the declining flows of international capital; and a 
society afflicted by long-standing social and economic tensions. 


Belaunde also had to contend with force majeure. Peru was racked by devas- 
tating and profound climatic changes with the "El Nifio" phenomenon that 
brought floods to the north in 1983 and extended the drought in the south. 
The resulting billion-dollar destruction of Peru's fragile infrastructure, 


housing and productive capacity will require major efforts simply to regain 
lost ground. 


ECONOMIC PERFORMANCE, BY SECTOR: 1983 


1983 was truly a traumatic year for Peru, in which it returned--with a 11.9 
percent drop in gross domestic production (GDP)--to levels of production last 
seen ten years ago. The Central Reserve Bank (BCR) calculates that percapita 
income dropped to 1964 levels. There are indications that the country is 
only now pulling itself out of a depression, one which began in mid-1982. 

The short-term prospects for significant recovery, however, are cloudy. 





GROSS DOMESTIC PRODUCT 


Percent of Percent Change 
Total Output 


(as of 1983) 83/82 82/81 81/80 
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Note: "Others" includes value added by activities in retailing/wholesaling, 
transport, banking, housing, electricity and other services. 


Source: Central Reserve Bank 


AGRICULTURE: The long-term development of Peru depends on the sustained 
creation of surplus production in agriculture, especially to allow the coun- 
try to expand exports. This sector provides a livelihood for 38 percent of 
the working population. The sector is divided between large-scale, mecha- 
nized and irrigated production cooperatives along the Pacific coast and 
small, wholly-rainfed family plots in the mountains and jungle. The sector 
as a whole is characterized by inefficiency and low yields. 


Following years of poor rains in the north and south, the country in 1983 
was belted by flooding in the north and suffered from continued drought in 
the south, both attributable to the effects of the "El Nifio” current. Agri- 
cultural production in 1983 fell to that of 1979, both only slightly higher 
than average annual production figures during the 1970's. The losses were 
most profound in the production of potatoes (a local staple), cotton (a key 
industrial input), as well as sugar and rice; output in other major crops 
remained virtually flat. Meat production skyrocketed, as pasturage in the 
south died for want of rain and animals were slaughtered before they starved. 
Disruption of transportation networks--as bridges and roads were washed out-- 
-caused scarcities of product in central markets and extensive spoilage in 
the fields, leading to sharp increases in prices early in the year. After 


such destruction and lost production, at least a limited recovery in 1984 is 
assured. 


FISHING: Fishing became insignificant in its contribution to GDP. Pro- 
duction in 1983 was less than half that of 1979 and only a third that of 
1970, during the sector's heyday. Catch dedicated to direct human consump- 
tion fell by one third by volume; within this, there was a sharp drop in 





catch devoted to canning (a product line in which Peruvian industry is less 
competitive). Fishmeal and fish oil production fell by over fifty percent, 
with most production based on pilchard rather than the traditional anchovy. 
Depressed international prices for fishmeal makes the short-term prospect 


for the overall industry--beyond providing for the domestic market--very 
poor. 


MINING/PETROLEUM: This sector traditionally has been one of Peru's most im- 
portant, far outstripping the relative weight it has within the overall GDP: 
minerals and petroleum will contribute over two-thirds of the country's 
expected export earnings in 1984, and they produce a large share of govern- 
ment revenues. However, the country remains vulnerable to fluctuations in 
the international prices for these products. 


In 1983, international prices were weak generally for Peru's minerals. 
Copper prices on average increased slightly; the value of total exports in 
1983 for copper was down from 1982, however, due to strikes and rains. But, 
on the whole, it was a good year for other Peruvian minerals: exports of 
silver practically doubled, with increases in both price and volume; in- 
creases in the value of lead exports followed higher prices; and zinc also 
increased. Iron declined. Industry sources predict no strong rebound in 


prices this year. Moreover, the copper market may be curtailed if calls for 
a quota on U.S. imports prove successful. 


PRODUCTION, IMPORTATION AND EXPORTATION OF PETROLEUM AND DERIVATIVES 
(In millions of barrels) 


1980 1981 1982 1983 

Production of Crude 71.4 70.4 7k E2 62.6 
Importation 

--Crude 

--Derivatives 
Exportation 

--Crude 

--Derivatives 


Domestic Production of Derivatives 


Source: Central Reserve Bank 


Oil production fell 12 percent from 1982 levels. Rains in the north tempora- 
rily washed out the oil pipeline, slowing deliveries from the jungle fields. 
Storms also disrupted production along the coast and offshore. Average daily 
production fell nationwide from 195,000 BPD in 1982--the highest domestic 





production had ever reached--to 171,500 BPD in 1983. Even with decreased 
domestic demand, imports of petroleum derivatives--primarily lubricants-- 
increased three-fold, to the equivalent of 1.7 million barrels in 1983. 
With continued drops in local production, Peru is now expected to become a 
net importer of oil within this decade unless significant new reserves are 
quickly located and developed. 


MANUFACTURING: After two years of indifferent growth, industrial output in 
1983 dropped precipitously to 1973 levels. Declines were registered in every 
sub-sector: fishmeal production fell 66 percent; food and drink, by 10 per- 
cent; textiles and clothing, by 14 percent (down to only 76 percent of 1973's 
levels of output); and the production of machinery and metal goods fell a 
third, to only 66 percent of 1973 levels. Domestic industry--which employs 
about a quarter of the national workforce--was hit simultaneously by lower 
demand and greater competition from both legal imports and contraband; an 
expanding informal sector, unhindered by taxes and other overhead costs, 

also competes at an advantage against more legal producers. Expansion into 
foreign markets was confounded both within the region and within upscale 

OECD markets by: (1) the continuing world recession, (2) the effects of the 
regional financial crisis, and (3) the increasingly protectionist policies 
found in many markets. The growing proportion of banking system deposits 
denominated in dollars, plus the competition for credit from the public 
sector, forced many firms to acquire dollar-denominated debt to finance 
working capital; the continuous GOP devaluation policy has made repayment of 
these debts more difficult. Capacity utilization ratios are at their lowest 
in years. It was a difficult year, and the short-term prospects remain very 
limited for 1984. 


CONSTRUCTION: Output by the construction industry fell following sharp 
declines in both public and private investment. Public sector austerity cuts 
fell hardest on capital projects, with total spending on public investment 
dropping nearly a quarter, from the high set in 1982, when it reached 10.3 
percent of GDP. Due to the low capital-utilization ratio and to limited 
hopes for opening new markets, the private sector's investment in capital 
goods fell by 34 percent. With continued austerity and slow recovery of 
domestic demand for Peruvian production, the outlook for this industry also 
remains bleak. 


EMPLOYMENT AND WAGES 


With the exception of the services industries, official indicators of levels 
of formal employment have shown a steady downward trend. Official estimates 
of absolute unemployment increased from 6.8 percent of those seeking work in 
1981 to 8.8 percent in 1983; underemployment increased over the same period 
from 46 percent to 54 percent. Thus, the percentage of those available to 
work who were officially counted as "adequately employed" fell over ten 
percent in the last two years. 





Although substantiating statistics are scarce, it is believed that many of 
the unemployed and underemployed were absorbed into Peru's thriving "in- 
formal"’ sector that operates outside the domain of government regulation, 
taxation and (presumably) statistics. According to recent studies, this 
sector's existence reflects an expression of true entrepreneurial spirit by 
underground capitalists who likewise try to avoid taxes and regulations 
regarding social benefits for their workers. 


Some local observers feel the formal sector is unduly constrained by Peruvian 
laws discouraging creation of new employment-- through a labor stability law 
that practically prohibits firings and tax incentives that tend to encourage 
the use of capital over labor. The GOP seeks to eliminate these encum- 
brances, although whether such changes are politically feasible is uncertain. 


Government statistics are reliable enough to provide an indication of the 
magnitude of wage changes. The following table shows the link between weak 
aggregate demand and seriously depressed levels of wages and salaries. It 
also demonstrates one of the GOP's unheralded accomplishments: limiting its 
own wage bill, with the consequent limiting of the public sector deficit. 


REMUNERATION IN THE PUBLIC AND PRIVATE SECTORS 
(Indexed at 1979:100) 


Public Sector Private Sector 
Salaries Wages 


Nov-Dec 1980 132.0 110.7 110.4 
Nov-Dec 1981 121.0 114.7 104.7 
Feb-Mar 1982 117.9 121.4 106.7 
May-Jun 1982 116.7 118.0 105.2 
Aug-Sep 1982 108.8 118.4 105.7 
Nov-Dec 1982 101.8 115.7 104.6 
Feb-Mar 1983 86.5 112.0 97.3 
May-Jun 1983 89.6 101.4 89.7 
Aug-Sep 1983 79.4 94.7 82.4 
Dec 1983 73.9 NA NA 


Source: National Institute for Statistics 


PRICES AND DEVALUATION 


Peru's inflation hit a new high in 1983, with a 125.1 percent change in the 
consumer price index for metropolitan Lima from December 1982 to December 
1983. Over the previous four years inflation averaged only 68 percent, which 
some now believe constitutes a base below which Peru will not be able to go 
for years to come. Food prices--pushed up in 1983 partly by disruptions in 
domestic distribution--rose 136 percent. State-controlled prices--about a 





fifth of the basket--were raised and lowered in real terms as the GOP first 
sought to counter the deepening fiscal deficit, then sought to ameliorate 
the political impact of rising prices in a period of stagnant wages. And, 
above all else, popular expectations of further inflation in Peru rose to 
ever higher levels as the "El Nifio" disaster was followed by a shortfall of 
public sector revenues and the GOP renegotiated its arrangements with the 
International Monetary Fund (IMF). 


Although the GOP now projects average annual inflation in 1984 of 90.9 per- 
cent, an outcome of over 100 percent would not be surprising. 


INFLATION AND DEVALUATION 
(in percentages) 


Interval Deval./1l Infla./2 Relative Inflation /3 
ree US re- OECD 


Dec 75/Dec 76 $2.7 44.8 38.2 $5. 
Dec 76/Dec 77 Sz 32.4 24.0 i] 4 
Dec 77/Dec 78 S362 Wet 59.2 Dr. 
Dec 78/Dec 79 28.1 66.7 47.2 50 
Dec 79/Dec 80 35.8 60.8 4351 44 
Dec 80/Dec 81 47.7 727 36.5 69 
Dec 81/Dec 82 90.7 72.9 64.7 Wve 
Dec 82/Dec 83 135.3 12530 HHS.3 123: 


on we. = 
annoowoun ao 


Jul 80/Apr 84 871.3 1004.5 785.7 924. 


co 


Devaluation vis-a-vis the U.S dollar using official rate of exchange 
Inflation as measured in consumer price index for metropolitan Lima 
Re. US: with respect to U.S., i.e., Peruvian inflation less U.S. 
domestic inflation; re. OECD: with respect to weighted index of 
domestic inflation of seven major trading partners (all OECD members). 


Source: Central Reserve Bank 





BALANCE OF PAYMENTS 
(in US$ millions) 


1979 1980 1981 1982 1983 


Exports FOB 3676 3916 3249 3293 2970 
--principal minerals (1504) (1755) (1420) (1257) (1487) 
--petroleum and derivatives (652) (792) (689) (719) (545) 
--"non-traditional" exports (810) (845) (701) (762) (550) 


Imports FOB -1954 -3090 -3802 =3Fee -2670 
--principal foodstuffs (-231) (-411) (-489) (-359) (-410) 
--other consumer goods (-99) (-243) (-388) (-415) (-275) 
--industrial inputs (-730) (-905) (-1102) (-1036) (-742) 
--capital goods (-625) (-1087) (-1454) (-1451) (-891) 
Trade Balance 1722 826 -339 -428 300 
Net Interest Payments -931 -909 -1019 -1034 -1152 


Current Account Balance 953 -101 -1728 -1609 -882 


Net Loans to Public Sector 617 371 388 995 1305 
--Disbursements 1084 1208 1620 1934 1435 
--Relief from Rescheduling 0 0 0 109 1015 
--Amortization -441 -831 -1232 -1048 -1145 


Direct Investment 71 27 125 48 Le 
Net Loans to Private Sector -32 64 135 157 -76 
--Disbursements 88 181 295 378 142 
--Amortization 320 -116 -160 -221 -218 


Net Basic Balance 1609 361 -1080 -409 362 
Short-term Capital & Errors -30 361 576 533 -412 
Change in Reserves 1579 722 -504 124 -50 


Sources: Central Reserve Bank; Ministry of Economy, Finance and Commerce 


BALANCE OF PAYMENTS 


Peru's perennial balance of payments problems remain. Prices for its tradi- 
tional mineral exports remain low, while restricted entry to foreign markets 
limits the growth of exports of Peru's manufactured goods. Interest costs 

on foreign debt are climbing from what are already historic high real rates. 
And no significant inflow of new foreign direct investment is on the horizon. 


The depressing impact of the decline in domestic economic activity produced 
by tight monetary policy and the general resistance among international len- 
ders combined to cut imports so much that the current-account deficit was 





halved. Substantial disbursements of long-term debt for the public sector, 
combined with rescheduled amortizations, led in 1983 to the first positive 

net basic balance in three years. Only a sharp decline in short-term capi- 
tal--as trade lines were not renewed--dropped international reserves by $50 
million. 


PUBLIC SECTOR DEFICIT 
(As percentage of GDP) 


1979 1980 1981 1984 3/ 


Central Government: 0. 4.9 
Revenue =e ~2e Lok 
Expenditure 18. z 23.0 
4 
5 


8 
-15.9 
18.7 
-De fense-related 3. . 4. 
-Interest Payments 4. ‘ 4. 


5 
8 


2 
5 
8 
3 
4 


Rest of Public Sector: 
- Total Public Sector: 
Amortization 1/: 


Public Investment: 
-By Central Government 
-By Rest of Public Sector 


Financing of Deficit: 
-From Foreign Sources 2/ -0. 
-From Domestic Sources a 


GDP (In current US$ billions) 13. 


Of foreign debt only 
Includes short-term external financing 
Projected by GOP; incorporated into IMF program 


Source: Central Reserve Bank 


FISCAL POLICY 


The Belaunde Administration has been forced to shift its fiscal policy stance 
in response to abruptly changing external conditions. The first Finance 
Minister--Manuel Ulloa (who was also Prime Minister)--entered office at the 
end of the 1979-80 "boomlet," when world mineral prices produced big increas- 
es in both foreign exchange reserves and tax revenues. The democratic regime 





immediately embarked upon an ambitious program of public works accompanied by 
an expansionary monetary policy financed through the expenditure of foreign 
exchange reserves, to stimulate domestic production and to hold down domes- 
tic inflation. By 1981, however, this policy already was frustrated by the 
sharp decline in world prices. The Government, though, maintained its mas- 
sive investment program primarily through extensive external financing. 


By 1983, continued high government expenditure became untenable, and the GOP 
economic team, headed by former commercial banker Carlos Rodriguez Pastor, 
was forced to adopt drastic measures in the face of the deteriorating balance 
of payments and skeptical world capital markets. Attempts to cut current 
expenditures were frustrated by the needs for disaster relief occasioned by 
the flooding and drought resulting from the "El Nifio" phenomenon. Although 
current and capital expenditures of the Central Government dropped 14.2 per- 
cent in real terms, revenues tumbled 37.6 percent. The GOP successfully 
negotiated a rescheduling of its official bilateral and commercial foreign 
debts. 


In April 1984, the GOP reached agreement with the IMF for a 15-month Standby 
Program to replace the 1982 Extended Funding Program, which succumbed to the 
late-1983 fiscal disorder. A new Finance Minister, Jose Benavides, was named 
to replace Rodriguez Pastor in March 1984. The key feature of the IMF agree- 
ment approved recently is a drastic reduction of the public sector's deficit 
from 1983's 12 percent of GDP to 4.1 percent in 1984. This is to be achieved 
by increases in taxes, the elimination of price subsidies on rice and wheat, 
further reductions in real public sector wages, increases in fuel and public 
utilities prices, some reduction in public sector investments, and a substan- 
tial cut in Peru's very high military expenditures. The risks in this fiscal 
program are high, yet the alternatives--various forms of overspending with 
consequent balance of payments and inflationary impacts--would prolong the 
domestic downturn. 


MONETARY POLICY 


Trends in monetary policy have been dominated by several factors: (1) the 
need to finance a large public-sector deficit; (2) concern over the balance 
of payments and the need to limit reserve losses; and (3) the availability of 
financing from external capital markets. These factors combined to produce, 
first, a very rapid expansion of real domestic credit available to the pri- 
vate sector in 1980 and 1981; then, a stagnation of private sector credit in 
1982; followed by a sharp drop in 1983. 


The rapid expansion of domestic credit in 1979 and 1980 was made possible by 
the very large balance of payments surpluses which accompanied the 1979-80 
commodity price boom. Despite the worsening world recession, this expansion 
was prolonged into 1981 by utilizing the foreign exchange reserves accumu- 
lated in the previous two years. (The credit expansion in dollars in the 
table below overstates the degree of credit expansion in 1981 because of the 
increasing overvaluation of the sol. Nonetheless, it was considerable). 





BASIC MONETARY INDICATORS 1/ 
(in US$ millions) 2/ 


1980 1981 


Financial System Liquidity 3943 4708 
--Money (M-1) 1518 1497 
--Deposits in soles 1313 1913 
--Deposits in US$ 1112 1298 


Domestic Credit 3320 5724 
-to Public Sector 1129 1921 
---In Soles 708 1369 
---In us$ 421 552 


-to Private Sector 2191 3803 
---In Soles 1591 2903 
--In us$ 600 899 


1/ Measured at end-of-year. 
2/ Figures for soles are dollar equivalents 
at end-of-year exchange rates. 


Source: Central Reserve Bank 


During 1982, the expansion of domestic credit slowed markedly to cope with 
the worsening balance of payments. Nonetheless, the Government was able to 
maintain the modest expansion of credit to the private sector by resorting 
increasingly to external short-term credit to finance its own operations, 
while also maintaining high net inflows of medium and long-term capital. 


Monetary and credit developments in 1983 were complex. The public sector's 
access to normal international credit was severely constrained because of the 
hemisphere-wide debt crunch and its worsening balance of payment position. 
However, in the first half of the year, the GOP arranged with its commercial 
bank creditors for a rescheduling of amortizations due in 1983 and $450 mil- 
lion of "new money" (of which $250 million was actually disbursed in 1983). 
It also rescheduled over 90 percent of principal and interest due on its 
official bilateral debt in the Paris Club. Although the new commercial bank 
money and the rescheduled interest payments could have been used to sustain 
private sector credit expansion, the fiscal shortfall of 1983 absorbed all 
this and more. The result was that credit to the private sector declined 16 
percent in real terms, while credit in the whole financial system remained 
essentially constant from December 1982 to December 1983. 


An important monetary development in recent years has been the increased dol- 
larization of the Peruvian financial system. The proportion of financial 


system deposits held in dollar-denominated accounts has increased rapidly, 
from 28 percent of the financial system's cash and deposits in 1980 to more 





than 40 percent in 1983. The primary reason for this expansion has been the 
negative real interest rates paid on sol-denominated deposits, while dollar 
deposits earn positive rates tied to LIBOR. It is likely that during 1984 
the Central Bank will attempt to narrow these yield differences in order to 
reduce the share of dollar deposits in the financial system. 


GOP POLICIES OF DIRECT INTEREST TO U.S. BUSINESS 


FOREIGN DIRECT INVESTMENT: Peru is a signator of the Treaty of Cartagena, 
which organized a regional economic community commonly known as the Andean 
Pact. Under rules set by the Pact, mainly its Decision 24, foreign direct 
investment is constrained by restrictions on repatriation of profits, devolu- 
tion of ownership to citizens of Andean countries, and terms of dispute arbi- 
tration. On a practical level, several Pact members--Peru among them-- have 
been applying Pact rules with some discretion, in the hope that (1) their 
initiative will inspire changes in the Pact's position, and (2) they can 
benefit from the slight edge more hospitable interpretations can give them in 
the competition for scarce foreign capital. It is unlikely the Belaunde 
administration can take the steps necessary to attract significant increases 
in foreign direct investment during what is left of its tenure. It is uncer- 


tain how the new administration due to enter office in July 1985 will proceed 
in this area. 


TRADE POLICY: The negative impact on local industry of the highly-touted 


1980 opening of the economy to imports has been exagerated. The Belaunde 
administration did drop many non-tariff barriers to trade that existed under 
the military dictatorship, including licensing and foreign exchange controls. 
Various problems, including barriers abroad limiting Peru's exports, contrib- 
uted to limit the popularity of the trade opening, and local industry conti- 
nues to seek a rollback. In 1983 and 1984, the GOP enacted several new non-- 
tariff barriers, including stiffened requirements regarding labelling and 
product testing, as well as increased percentages of domestic content to be 
required in most public bids. In mid-1984, there was a campaign to institute 


licensing of imports of shoes, cars, textiles and small machinery, for “in- 
formational reasons." 


The GOP's continuing high average tariff levels more reflects the Govern- 
ment's desire for additional revenues than its interest in dropping addi- 
tional barriers to trade: in April 1984, the "exceptional" surcharge of CIF 
value of imports was raised from ten to 15 percent. This measure in one 
stroke satisfied calls by local industry for more protection, while also pro- 
viding for easily collectable revenues. It did not address, however, the 
real problem facing local producers: contraband. Over the near term, this 
movement towards additional protectionism via the pocket-book--with all its 


inflationary implications--might become more pronounced, especially as 
national elections approach. 





DEBT RESCHEDULING: Following the Mexican debt crisis of 1982 and the inter- 
national credit crunch affecting Latin America as a whole, Peru found in 
early 1983 that it had to resort to rescheduling twelve months' servicing of 
the public sector's medium and long-term debt, as well as rolling over Peru's 
entire short-term debt. With the ongoing austerity program under the IMF 
agreement of June 1982, though, negotiations moved fairly smoothly with both 
the commercial banks and the Paris Club. governments; debt service with Soviet 
bloc countries was also renegotiated, including the possibility of partial 
payment in Peruvian non-traditional exports. Peru was able to retain its 
good reputation among commercial creditors, although there were concerns 
expressed over the costs of managing the $12.4 billion debt on this basis. 


The GOP has negotiated with banks a further rescheduling, this time through 
the end of the Government's tenure (i.e., through mid-1985). The keystone 
of the structure--the basic adjustment program agreed with the IMF under the 
new Standby Program--has now been approved by the Fund Board. Further 
discussion regarding ancillary agreements with commercial creditors, the 
Paris Club, and the Soviet bloc will proceed shortly, with successful 
outcomes likely. 


Some observers question whether Peru can meet the IMF's tough fiscal and 
other targets. Compliance, though, will be required to ensure that all 
elements flow smoothly over the lives of the individual arrangements. There 
will undoubtedly continue to be controversy in Peru, as in other Latin Ame- 
rican countries, over how to deal with the debt situation in the longer term. 


IMPLICATIONS FOR U.S. BUSINESS 


Some people in Peru think 1984 will be worse than 1983, reflecting their 
continued frustration with low demand at home and overseas, as well as a 
concern for social tensions caused by the 15-percent decline in average 
income in 1983. While difficult problems continue to confront Peru, there 
are certain opportunities even in this depressed economy which should not be 
overlooked. The passing of the "El Nifio" phenomenon means that at least 


three sectors should have a better year in 1984: agriculture, fishing and 
mining. 


Considerable new resources from international development agencies will be 
available to the agricultural sector this year. Yet, there remain structural 
constraints within the sector which limit its ability to absorb additional 
credit. Nonetheless, these credit resources, as well as reduced duties on 


agricultural equipment not produced in Peru, should lead to increased imports 
for the sector. 


The fishing industry is in need of modernization, although it has been sever- 
ely weakened by several bad years. The opportunities here may be a little 
longer in coming, but suppliers should stay tuned in. 





A recent survey of the mining sector contracted by the U.S.. Foreign Commer- 
cial Service predicts a 55-percent increase in imports of mining machinery 
and equipment in 1984. Such an increase would not bring imports back to 
1982 levels, but it would be a hopeful sign for the economy in general, 


since it would signal that increases in national production are not far 
behind. 


The GOP's latest economic plan, announced May 14 by Prime Minister Sandro 
Mariategui, places a high priority on the stimulation of domestic industry. 
The specific measures adopted to achieve this end are not known yet, but they 
may include additional selective controls on imports, promotion of non-tra- 
ditional exports, and the programing of development and reconstruction re- 


sources to favor projects that are labor-intensive and/or can be completed 
quickly. 


Given the current low levels of demand, the consequent underutilization of 
capacity and the campaign leading up to a national election within a year's 
time, we do not anticipate significant new private investment in 1984. Aside 
from ongoing major projects and a few new ones, Peru's market will probably 
continue to be one for replacement and repair until the longer-term economic 
and political directions become clearer. 


As indicated earlier, Peru has substantial financial problems at both the 
macro and the micro-economic levels. There probably will not be major new 
extentions of commercial credit to the public sector beyond those already 


included in the agreement with private banks. There are a number of govern- 
ment-to-government lines of credit available to the GOP, however, and these 
will probably receive additional use where possible; these lines unfortuna- 
tely will favor our competitors. Disbursements in projects by development 
banks will be available on a broader basis than in recent months due to a 


partial resolution of the counterpart funding problem which previously 
existed. 


At the micro-level, the private sector is already struggling with high debt 
levels, and Peruvian banks have been reluctant to broaden their exposure 
except in highly selective cases. Since the rapid devaluation of the sol 
makes taking on additional debt in dollars highly risky, many companies may 
not be good candidates for export credit extentions by U.S. suppliers, 
either. 


These financial considerations lead to the conclusion that the least risky 
sales opportunities in Peru in 1984 are those with funding by the development 
agencies: USAID, the World Bank and the InterAmerican Development Bank. 
USAID has two program funds -- PRIDA and FREI -- which are directed at agri- 
cultural and agroindustrial development. These are relatively low interest 
loan funds which U.S. suppliers ought to encourage their representatives to 
use. About $20 million is available for use between the two funds. A new 
loan by USAID will generate $45 million in local currency to be managed by 
the Industrial Bank to help local industry meet its credit needs, to the 





extent they are creditworthy. Since USAID is a development organization, we 
suggest that requests for further information on these programs be directed 
to the U.S. Foreign Commercial Service at the American Embassy in Lima, 
which will assist U.S. exporters and their representatives. 


As money has become more expensive and harder to obtain, many Peruvian 
importers have sought to reduce their expenses by reducing inventory levels. 
This is a reasonable move, since the inventoried item includes cost, freight 
and customs expenses, which together represent a significant investment in 

an illiquid economy. Many times, new business relationships are formed on 

an agency basis with the local representative holding no stock and operating 
on a direct order-basis. Even in lines which require rapid spare parts avai- 
lability, well-established businesses depend on brokers in the United States 
who can deliver quickly as an alternative to large in-country stocks. 


This means that the values of the orders coming out of Peru have declined in 
many cases over the last two years. U.S. suppliers are encouraged to con- 
tinue to accept and process these orders as expeditiously as possible. 


While requests for credit extentions will continue to be difficult for U.S. 
suppliers, competitive conditions require that the U.S. supplier be as forth- 
coming as possible. 


The Peruvian economy will experience positive growth in 1984. Business 
activity should continue to pick up in the remainder of the year. U.S. sup- 


pliers are uniquely well-situated to serve the Peruvian market. By adopting 
the long-term view now, we should enjoy a proportionately large share of the 
expected growth. 
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